University of New Mexico

UNM Digital Repository
NotiSur

Latin America Digital Beat (LADB)

4-20-1995

Colombian Government Promotes Investment in
Oil Sector
LADB Staff

Follow this and additional works at: https://digitalrepository.unm.edu/notisur
Recommended Citation
LADB Staff. "Colombian Government Promotes Investment in Oil Sector." (1995). https://digitalrepository.unm.edu/notisur/11883

This Article is brought to you for free and open access by the Latin America Digital Beat (LADB) at UNM Digital Repository. It has been accepted for
inclusion in NotiSur by an authorized administrator of UNM Digital Repository. For more information, please contact amywinter@unm.edu.

LADB Article Id: 56149
ISSN: 1060-4189

Colombian Government Promotes Investment in Oil Sector
by LADB Staff
Category/Department: Colombia
Published: 1995-04-20
In late March, President Ernesto Samper's administration launched a new plan to attract more
foreign investment in petroleum exploration and exploitation. In addition, the state-owned
petroleum company Ecopetrol together with three foreign private companies initiated a promotional
campaign in the US to increase Colombia's sale of crude oil to US-based firms. The discovery in
1992 of two huge oil fields in Colombia's northeastern Casanare region propelled the country into
newfound status as one of the world's major oil-producing nations. The Cusiana and Cupiagua
fields described as the largest discovery of crude oil in the Americas since Alaska's Prudhoe Bay
in 1969 hold 2.1 billion barrels in proven oil and gas reserves, although officials say the area may
eventually yield up to 3 billion barrels.
In addition, in February Ecopetrol announced that seismic tests have led to another huge oil
discovery in Medina, about 25 miles southwest of the Cusiana and Cupiagua sites. If government
estimates are accurate, it would triple the country's known oil reserves. Independent testing must be
done, however, to confirm the government's claims, and so far much skepticism remains regarding
the potential size of the find and how much of the reserves contain marketable oil (see NotiSur,
03/02/95 and 03/09/95). Still, notwithstanding the proven and potential finds since 1992, foreign
exploration activities in Colombia have dropped off markedly in recent years. Since 1988, seismic
studies conducted by private oil companies in Colombia have dropped by about two-thirds.
The number of wildcat exploratory wells drilled has also dropped, to about a dozen last year from
52 in 1988. Moreover, government efforts to promote foreign investment have produced few results.
In July 1994, for example, the government held its first auction of exploration lots. The Ministry of
Energy and Mines invited 150 companies to take part, but in the end only three companies all of
them already operating in Colombia submitted bids. In part, the decline in foreign investor interest
reflects stiff international competition, since investment is now possible in other countries where oil
exploration was previously either closed or limited for Western nations. The republics of the former
Soviet Union, as well as China, Vietnam, and Cuba, are all now open to foreign oil exploration.
According to spokespersons from foreign companies, Colombia's high taxes and costly state
regulations are the central reasons for investor reluctance. The Colombian Oil Association which
represents 18 major Western companies recently published a study of foreign petroleum investment
in the country. The investigation concluded that Colombia "is not internationally competitive to
attract risk investments." Byron E. Grote, Latin America director for British Petroleum, recently told
the New York Times that the Colombian government takes up to 90% of the value of each barrel of
oil that the company pumps in Colombia through corporate income taxes and other special levies,
as well as through Ecopetrol's lucrative production-sharing agreements that it signs with all foreign
companies in Colombia. British Petroleum, together with Triton Energy Corp. of Texas and Total
of France, are jointly developing the Cusiana and Cupiagua fields in a four-way partnership with
Ecopetrol.
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As a result, the Colombian government is now seeking legislative approval for a series of new tax
laws and other regulations that would reduce the costs for private companies that invest in the
petroleum sector. The most important reform is a proposed modification of the "war tax" on oil
production that the government imposed in 1992. Under the 1992 law, all private companies are
required to pay US$1.00 for every barrel of oil they produce. The proceeds help the army finance
its defense of oil installations in Colombia, which have come under heavy attack by Colombian
guerrilla groups since the mid-1980s.
During the last nine years, rebel organizations have dynamited Colombia's main oil pipeline 346
times, spilling slightly more than 1.2 million barrels of crude oil, nearly five times the amount of oil
spilled off Alaska in 1989 by the Exxon Valdez. Under the fiscal reform, the government proposes to
exempt all new oil operations from the war tax, retroactive to Jan. 1, 1995. All operations that began
prior to January would still be required to pay the tax. But in the future, the amount charged would
be set on a sliding scale pegged to price fluctuations for oil on the world market, and the maximum
that the government could charge would be fixed at a rate substantially below the present US$1.00
per barrel. The modification represents a huge concession to private companies.
In addition to increased costs spent by the government to defend oil installations, the government
estimates that guerrilla attacks during the last decade have directly cost Colombia about US$1
billion in lost sales. Apart from the tax breaks, the government also plans to overhaul the terms
under which it signs contracts with foreign companies to reduce the costs for investors. Among
other things, Ecopetrol would be required to pay more of the costs for exploration and exploitation
when signing joint ventures. All told, the Samper administration hopes to attract about US$9.7
billion in new investment in the petroleum sector over the next three years, about 72% of which
would be financed by private companies, and the rest would come from the government.
Under the government's three-year plan, the Samper administration hopes to sign contracts
to drill 45 new oil wells, construct new refining facilities or improve existing ones to increase
production capacity by 30%, and substantially expand oil pipelines and storage facilities. With the
new investments, the government estimates that by year-end 1998, oil production would increase
to nearly 900,000 barrels per day, compared with an average of about 455,000 bpd achieved in 1994.
Much of the production increase would come from the Cusiana and Cupiagua fields, which are
presently contributing about 90,000 bpd. The government estimates that the two Casanare fields
will be producing about 185,000 bpd by the end of 1995, and by 1997, total output from those fields
is expected to climb to about 500,000 bpd. Of the US$9.7 billion in planned investment for the next
three years, about US$6 billion would be channelled into the Cusiana and Cupiagua operations.
Meanwhile, given the huge jump in production in Casanare, in March Ecopetrol and its three
foreign partners launched a promotional campaign to eventually sell all the oil produced by the
Cusiana and Cupiagua fields in the US. High-level executives from all four companies offered a
series of conferences on the Casanare operations to participants at this year's annual meeting of
the North American Association of Petroleum Refineries, which attracts about 5,000 businesspeople
from the oil sector in the US. Ecopetrol and its partners expect to easily market all of their output
in the US because of the high quality of the crude produced in Casanare. The oil from those fields
is a sweet grade that has very low levels of sulfur, nitrogen, metals, and acidity. It is comparable in
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quality to West Texas Intermediate and Nigerian Bonny Light, which are both known for their high
gasoline yields.
According to Juan Maria Rendon, president of Ecopetrol, Colombia is in an advantageous position
because it is the only country in Latin America that produces that form of crude oil, and production
in the US is rapidly declining. Moreover, at present the US imports nearly all its light crude
from West Africa and the North Sea, making Colombia's close proximity to the US particularly
attractive. "Colombia can be a reliable and stable economic partner for US companies," said
Rendon. Indeed, Ecopetrol's partners are even more enthusiastic, optimistically predicting that
nearly all of Colombia's petroleum output not just the new crude pumped at the Casanare fields will
eventually be absorbed by the US market. "The US could import 10% of its oil from Colombia by
the end of this decade," said Thomas G. Finck, president of Triton Energy. (Sources: Spanish news
service EFE, 02/04/95, 02/25/95; New York Times, 03/06/95, 03/20/95; Journal of Commerce, 03/21/95;
Agence France-Presse, 03/02/95, 03/07/95, 03/13/95, 03/14/95, 03/23/95, 03/28/95, 04/03/95, 04/05/95;
Inter Press Service, 03/20/95, 03/31/95, 04/05/95; Reuter, 04/05/95; Notimex, 03/22/95, 04/10/95)
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